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KEY ECONOMIC INDICATORS 
In millions of U.S. dollars and period averages unless otherwise noted. 


ITEM 1985 1986 E/ 1987 P/ 


DOMESTIC ECONOMY 

Population (thousands) 30,564 31,053 31,550 

Population growth (%) 1.6 1.6 1.6 

GDP in current dollars (millions) 74,190 78,500 85,600 

Per capita GDP, current dollars 2,427 2,528 

GDP at constant 1970 prices, % change -4.5 5.0 

Consumer Price Index % change 672.2 80.0 

PRODUCTION AND EMPLOYMENT 

Labor force (thousands) 11,900 12,100 

Unemployment rate (Oct., %) 5.9 4.8 

Underemployment rate (Oct., $%) Fea 6. 

Industrial production (% change) -10.5 15. 

Combined deficit as % of GDP 1/ 8.6 

BALANCE OF PAYMENTS 

Exports, total (F.0O.B) 8,395 6,900 

Imports, total (C.I.F) -3,812 -4,600 

Trade balance 4,583 2,300 

Current account balance -1,039 -2,700 

Foreign direct investment 2/ 900 450 

Foreign debt, public & private (year end) 48,312 52,000 

Interest paid 5,800 3 4,300 

Interest accrued 5,100 4,500 

Interest accrued as % of exports 60.7 65.2 

Foreign exchange reserves, gross (year end) 6,227 5,800 

Average official exchange rate, 0.6012 0.9450 1.6800 
Austral=US$ 1.00 

FOREIGN INVESTMENT 

Book value at year end 8,000 E/ 8,450 8,950 

U.S. (book value at year end) 2,785 2,800 3,000 


U.S. share (%) 34.8 33.7 34.1 
U.S./ARGENTINA TRADE 


U.S. exports to Argentina (F.O.B) 685 800 1,000 
U.S. imports from Argentina (F.0O.B) 1,004 700 770 
Trade Balance -319 100 230 
U.S. share of Argentine exports (%) 12.0 10.1 13.6 
U.S. share of Argentine imports ($%) 18.0 iv.8 19.2 


Principal U.S. exports (1984): bituminous coal; inorganic & organic 
chemicals; resins, rubber & plastic inaterials; ADP machinery & auxiliary 
equipment; civil engineer & contractors equipment; internal combustion 
piston engines & parts; measuring, checking, etc. instruments. 

Principal U.S. imports (1985): petroleum products; meat & meat 
preparations; leather & manufactures; sugar; iron & steel plates & sheets; 
organic chemicals and related products. 


E/ Estimated; P/ Projected. 


1/ Combined deficit is that of the non-financial public sector plus the 
operating loss of the Central Bank. 
2/ Includes debt to equity conversions. 


3/ Some of previously accrued interest was refinanced. 
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SUMMARY 


GDP recovered in 1986 from the 1985 decline, with real growth 
of over five percent. Deterioration in the balance of trade in 
1986 was partially offset by a reduction in debt service 
payments because of falling interest rates. While the 
government has not met its goals for spending cuts, sharply 
higher real revenues contributed to an important reduction in 
the public sector deficit. Worrisome features of the economic 
performance in 1986 include low domestic investment 
expenditures and a steep decline in export earnings, especially 
of agricultural products. 


An expansionary monetary policy and significant real wage 
increases in the middle of the year resulted in a surge of 
price inflation. In August, a new Central Bank President and 
Board began to tighten monetary policies; stricter price 
controls were also imposed. The rate of price inflation then 
fell gradually during the rest of the year. Government efforts 
increasingly focused on structural changes, particularly in the 
public sector. Negotiations began in November 1986 with the 
International Monetary Fund (IMF) on a new stand-by agreement. 
Argentina will also seek to reschedule 1986-87 colmercial debt 
payments in 1987 and will seek new funds from commercial banks 
to complement resumed export financing by several major 
official creditors and World Bank sectoral restructuring loans. 


Although the 1986 expansionary recovery peaked in the third 
quarter, most observers expect modest continued real GDP growth 
in 1987. Agricultural export earnings may decline, although 
gains in the volume of agricultural exports could largely 
offset lower prices. Capital spending, especially by the 
public sector, and imports are projected to rise to support 
growth. New export enhancement programs include mechanisms to 
facilitate the import of industrial inputs for export 
production. Prospects for both investment opportunities and 
export sales are opening up. U.S. firms should consider 
improving market positions during these early stages of 
Argentina's economic recovery and structural change. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Political Setting: President Alfonsin continued his efforts to 
consolidate democracy, celebrating his third anniversary in 
office in December 1986, the halfway point in his term. The 
preparations for congressional and provincial elections in late 
1987 show that, despite some tensions, democracy is once again 
taking root. The Governinent attempts to keep labor and 
business involved in consultations on key economic issues. 
However, a wide range of government controls affecting both 
business and labor restrain structural change and growth and 
frustrate expectations of some economic interest groups. ‘The 
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Government is actively seeking to forge closer economic ties 
abroad. Among the countries President Alfonsin visited in 1986 
were the USSR, United States, Japan, France, Australia, Saudi 
Arabia, and Cuba. New agreements with Brazil and Uruguay are 
designed in part to move the three economies toward closer 
integration. 


The Austral Plan: In June 1985, facing a declining economy and 
monthly price inflation above 30 percent, the Alfonsin 
Government introduced an innovative economic adjustment plan 
which included the standard monetary and fiscal policy features 
of an IMF program. In addition, a new monetary unit, the 
Austral, was introduced with contracts de-indexed according to 
estimated inflationary expectations. Prices, wages and the 
exchange rate were frozen. 


The Austral Plan quickly stopped hyperinflation. The public 
appreciated the new-found ability to plan ahead. Argentines 
were again willing to hold domestic currency, and currency and 
sight deposits increased by 97.5 percent in real terms from May 
1985 through January 1986. This relative price stability 
contributed importantly to the resurgence of economic growth 
which followed the production decline in the third quarter of 
1985 as inventories - no longer a good investment - were 
reduced. 


The Austral Plan has not, however, met all its goals. 
Government spending has not been reined in significantly, and 
reductions in the deficit have come from increased tax 
revenues, some from temporary revenue measures. Continuing 
high real interest rates suggest that taxes are drawing funds 
away from the private sector, leaving the economy short of 
investment funds. Holdings of domestic currency and deimand 
deposits declined in real terms after July, largely as a result 
of the sharp upturn in inflation. The former trend toward 
expansion in real terms reasserted itself in November. 


Economic Growth: The contraction in GDP which began in the 
last quarter of 1984 bottomed out during third quarter 1985, 
with an overall drop in GDP for 1985 of 4.8 percent. Beginning 
in fourth quarter 1985, economic activity rebounded. Expansion 
continued through 1986, with real growth of 0.7 percent in the 
first quarter, 6.0 in the second quarter, and 11.8 percent in 
the third quarter, compared to the same quarters in 1985. In 
the fourth quarter of 1986 activity began to slip in many areas 
as compared with the previous quarter, mainly because of newly 
tight credit. Nevertheless, the GDP growth rate for 1986 as a 
whole was above 5.0 percent. Continuing steady real growth in 
1987 depends on whether or not investors gain confidence and 
government efficiency is improved. 


GDP grew in 1986 despite a downturn in agricultural export 
volume caused mainly by poor weather and floods, coupled with 
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lower world prices for agricultural commodities. These factors 
combined to make the agricultural sector a drag on the 

economy. Growth in the manufacturing sector, however, was 
particularly strong in the first three quarters of 1986. There 
was also a notable increase in construction. Preliminary data 
show a 20 percent increase in production of industrial 
manufactures during the third quarter 1986, compared to a year 
earlier. The economic recovery in 1986 was spurred by 
consumption; investment improved only slowly. Through April 
1986, investment was up 5 percent over the same period the 
previous year, and up 7 percent over the low levels of the last 
four months of 1985. Preliminary data indicate a third-quarter 
1986 recovery of fixed investment, over depressed levels for 
the same quarter 1985, apparently reversing the post-1980 
declining trend. 


Monetary and Exchange Rate Policies and Inflation: In 1986 the 
consumer price index rose about 80 percent while wholesale 


prices increased around 60 percent. Although inflation was 
more than double the Government's initial target ot 28 percent 
(average of CPI and WPI) for the year, the trend was favorable 
during the last four months. Monthly consumer price increases 
averaged 4.4 percent for March through May, then began to rise 
in June and July and peaked at 8.8 percent in August. Mid-year 
1986 inflation was fueled by wage increases and by a loosening 
of monetary policy. In August, President Alftonsin accepted the 
resignations of the Central Bank President, Vice President, and 
Board of Directors, replacing the President and Vice President 
with members of the Administration's economic team. The result 
was close coordination between Central Bank management and 
Economic Minister Sourrouille's team. Monetary policy was 
tightened to help control inflation and to ensure closer 
adherence to the economic team's goals. 


More flexibility in controlled prices was introduced in May, 
but after the July-August price jump the Government reimposed 
stricter price controls, with a three percent maximum monthly 
price increase for most goods and services produced by larger 
companies. A tighter monetary policy - including high real 
interest rates - underlies the post-August slowdown in 
inflation. Consumer prices increased by 7.2 percent, 6.1 
percent and 5.3 percent respectively for September, October and 
November. For 1987, the official projection of price inflation 
is 40 percent, roughly half the actual inflation rate in 1986. 


In April 1986, following a nine month period during which the 
value of the Austral in the otficial market did not change, the 
Central Bank embarked on a series of frequent mini-devaluations 
designed to keep pace with inflation. The gap between the 
official and free (parallel) rates of exchange was a relatively 
low 1-8 percent in the May-July period, after ranging as high 
as 20-30 percent in the preceding months. In the second half 
of 1986, concern over inflation and the future direction of the 
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economy pushed the parallel rate up, widening the gap at times 
to more than 30 percent. In July 1986, the Central Bank 
liberalized access to foreign exchange at the official rate for 
payments on certain services transactions. The Government 
continues to study the question of easing foreign exchange 
controls on remittances of profits and dividends. 


Beginning in April 1985, the Governinent took an initial step 
toward a more market-oriented banking system by reducing its 
very high reserve requirements. The Central Bank took an 
additional step in this direction in October of 1986 when it 
again lowered reserve requirements, altered "“quasi-reserve" 
requirements, and gave banks more freedom to take deposits and 
to make loans. While giving more discretion to mnarket forces, 
the Central Bank has kept liquidity tight and real interest 
rates high. 


Budget: The Austral Plan called for a major reduction in the 
fiscal deficit. To this end the 1986 budget projected reducing 
the deficit to 2.9 percent of GDP, at least partly on the basis 
of spending cuts. Net spending cuts have not materialized 
although lower real wages in the public sector and lower 
federal government employment permitted some shifting of 
expenditures, such as to provinces. However, real tax receipts 
have increased by 37 percent during the first three quarters 
due to new taxes, improved tax collection procedures, and the 
economic recovery. As a result, the 1986 fiscal deficit may 
drop to about 3.0 percent of GDP -- though with some 
backsliding in 1987 as catch up wage and pension demands are 
negotiated and some temporary revenue measures expire. Central 
government expenditures, representing about 30 percent of total 
public sector spending, grew by about 6.5 percent through the 
first three quarters of 1986. The third quarter increase alone 
was 13 percent. Investment outlays, however, were down by 
around two-thirds during the first three quarters of 1986. 


Structural Adjustment: The Government continues to work toward 
a rationalization of the public sector, seeking to improve 
efficiency and productivity while supporting sustained economic 
growth. President Alfonsin announced on Noveinber 28 a 
three-year program involving four basic elements: (1) creation 
of a “holding company" to oversee and improve operations of the 
largest state enterprises; (2) cutting back the number of 
central government employees through departure incentives and 
Salary reform; (3) standardizing the disparate salary schedules 
of government ministries; and (4) reform of the insolvent state 
pension system. For example, YPF, the state oil company and 
the largest state enterprise on the basis of sales, is to be 
restructured in 1987 with the emphasis on decentralization. 


Plans to privatize several firms in the petrochemical sector 
are moving slowly, though a privatization bill was submitted to 
the Argentine Congress on October 15 and in December a key 
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official reaffirmed the Government's intention to sell 
government-owned interests in four petrochemical plants. Plans 
to reprivatize Austral Air Lines are also underway; a 
government decree setting out the framework for the sale has 
been published, and the Government is expected to issue a call 
for bids in early 1987. 


Balance of Payments: During 1986, Argentina's balance of 
payments deteriorated, following a strong performance in 1985. 
The current account deficit - estimated at $2.7 billion - was 
more than double that of the year before. The value of 
Argentina's agricultural exports slumped sharply, due to both 
low world prices and reduced volume. Imports rose as a result 
of the economic rebound. A fall in international interest 
rates reduced debt service payments and helped to offset some 
of the poor trade results. Under 1985 agreements, Argentina 
received new bank financing of $1.2 billion and $450 million in 
IMF funding during the first six months of 1986. A strong 
reserve position enabled Argentina to conclude the year without 
Major second half financing from its creditors. However, the 
absence of new rescheduling agreements led to a series of 
interim roll-overs of Argentine debt payments by commercial 
banks and the accumulation of new arrears on official debt. 


International Finance: Argentina began discussions with the 
IMF in September 1986 on a new stand-by agreement. 
Negotiations continued through December and, at the time ot 
this report, prospects are good for an early agreement on both 
a stand-by and compensatory financing facility, the latter to 
help offset declines in Argentina's agricultural export 
earnings. Negotiations with commercial and official creditors 
are likely to intensify in the first quarter of 1987. In 
addition to a resumption of export financing by several major 
official creditors such as West Germany, Italy, and France and 
a number of substantial World Bank loans for sectoral 
restructuring, Argentina will be seeking additional funds from 
commercial banks in order to meet its financing needs through 
1987, and possibly 1988. Argentina continues to study a 
possible program for conversion of debt to equity to replace 
the debt/equity program of 1985, which converted some $500 
Million before it was canceled, largely because of its 
expansionary monetary effect. 


Agriculture: World grain and oilseed prices declined 25 to 30 
percent in 1986, putting increasing pressure on Argentina's 
economy. These prices are not likely to improve in 1987, and 
farmers are putting increasing pressure on the Government for 
relief. Farmers are particularly critical of government taxes 
on agricultural exports. While the Government has responded 
with several cuts in export taxes and has promised further 
cuts, it relied on export tax revenue for over $1 billion in 
1985 or nearly 15 percent of federal revenue. Export tax 
revenue in 1986 is expected to be between $500-750 million. 
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Aware of the urgent need for reforms in this area, the 
Government has recently sent the Congress a federal land tax 
bill to replace the tax on exports. Even if passed by 
Congress, full implementation of this proposal is likely to 
take some time. 


Wheat and soybean harvests are expected to increase in 1987, 
but gains in the export value of these products are not 
expected to offset reduced earnings from smaller plantings of 
corn, sorghum and sunflowerseed and their lower export value. 
Lower world grain and oilseed prices suggest the export value 
of agricultural exports will fall to under $5 billion in 1987, 
versus $6.0 billion in 1985. The output of beef - an important 
element in the Argentine consumer's market basket - is also not 
likely to increase next year as the size of the national herd 
has been falling for some years. 


Organized Labor: The labor inovement is a powerful force in 
Argentina with almost three million members in industry and 
services. It is experienced in bargaining with management and 
lobbying the Government. Labor has long-standing links to 
Peronism, the major opposition political force. Although labor 
has applauded the progress made against inflation, it believes 
that the Government's economic program should be more 
expansionary; there has been some resort to the strike. 


In mid-1986, the Government established upper and lower limits 
for wage increases resulting from collective bargaining at the 
industry and company level; this has permitted most private 
sector unions to work out satisfactory agreements through 
December 1986. The public sector unions alleged real wages for 
their workers have lagged and pressed the Government hard, 
especially in the last half of the year, as the Government held 
the line on wages. Differences between Government and labor 
May lead to somewhat increased tension as the 1987 elections 
approach, but both are committed to the preservation of 
democratic order and have strong interest ina stable, 
productive and prosperous economy. 


IMPLICATIONS FOR THE UNITED STATES 


Import Performance: In 1986, Argentine imports were up about 
20 percent over 1985 at $4.6 billion. The U.S. market share 
was approximately 17 percent. 
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Imports by Major Categories (millions of dollars, CIF): 


1985 1986 (Est) 1987 (Proj) 
Capital Goods 599 640 800 
Raw Materials and 
Intermediate Goods 2,617 3,435 3,700 
Fuels and Lubricants 454 400 400 
Consumption Goods i33 125 120 
Other ll - 


Total 3,814 4,600 5,200 


Estimates of rapidly growing imports are based on an assumption 
that the Government follows policies encouraging an increase in 
investment as well as expanded industrial activity (reflected 
first in increased imports of intermediate raw inaterials before 
any Imajor increase in equipment imports). Equipment exporters 
may increase sales by taking advantage of recent developments 
such as working within Argentina's recently established 
countertrade regulations or considering joint ventures with 
local partners to produce for the local market and export to 
ALADI (other Latin American) countries with favorable bilateral 
treatment and to other countries with new government export 
incentives. The fall in the value of the dollar vis-a-vis the 
currencies of some other major trading countries should improve 
the competitiveness ot U.S. goods and services in Argentina. 


Import Controls: The present import control system requires 
prior approval for all imports from the Secretariat of Industry 
and Foreign Trade. There are two import lists. One is the 
prior consultation category which includes luxuries and most 
goods produced in Argentina. Requests for these imports are 
discussed with local trade organizations and usually are not 
granted if locally-produced goods are available. The other 
import list is the automatic permit list for which import 
permits are granted in the quantity and value desired. In 1986 
some products (mostly capital goods) were moved to the 
automatic permit list; the Government indicates more products 
will be shifted in early 1987. Argentine customs takes the 
usual precautions to prevent overinvoicing of imports. 
Currently, Argentina requires delayed payment of 180 days for 
all imports. Depending on the value of the shipment, terms tor 
capital goods are on a sliding scale from 180 days to five 
years. Interest can be charged for such financing. 


The Argentine Government has embarked on sectoral programs 
(informatics, telecommunications) to encourage local industry. 
The very high import duties which are usually an element of 
such programs may reduce imports of these products in the 
future. However, development of these industries also opens 
the possibility of increased sales of components and capital 
equipment for the local manufacturers. 
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In addition to the published duty rates, all imports are 
subject to the following additional charges: 


A. Temporary import duty of 10 percent until the end of 1986 
(this may be extended); 

B. Value added tax of 18 percent of landed costs; 

C. Statistical tax of 3 percent of landed costs; 

D. A O.5 percent fee for the export promotion fund; 

E. A consular fee of 2 percent of the declared value (all 
imports require an Argentine consular invoice); 

F. A fee equivalent to 20 percent of freight charges destined 
for the merchant marine. 


Best Prospects: U.S. exporters will succeed when they have 
competitively priced products of good quality which will lower 
costs, increase efficiency, and improve product quality. The 
best prospects by general category: 

Oil and Gas Field Equipment 
Telecommunications 

Computers and Peripherals 

Medical and Scientific Equipment 
Agricultural Machinery and Equipment 
Metrology and Robotics 

Pollution Control Equipment 

Electronic Components 

Biotechnology 


1 
2 
3 
S 
5. 
6 
7 
8 
9 


Requests for further details and statistics or information on 
import regulations can be made to: Argentine Desk, 
International Trade Administration, Room 3021, Department of 
Commerce, Washington, DC 20230. ‘Tel: 202-377-5427 


Major Projects: Most major projects have some financing trom 
foreign sources. Under construction are three large 
hydroelectric projects: Yacyreta-2,400 MV (with Exim Bank, 
IDB, and World Bank financing); Piedra del Aguila-1,400 MW 
($400 million from Interamerican Development Bank), and 
Uruguay-1-160 MW ($80 million from IDB). Other major projects 
underway include water treatment facilities, refinery 
upgrading, highway maintenance, port reconstruction, 
petrochemical development, natural gas production and 
transportation, petroleum development, and selected industrial 
development. Further information can be obtained from: Office 
of International Major Projects (OIMP), International Trade 
Administration, Room 6930, Department of Commerce, Washington, 
DC 20230. Tel: 202-377-4643 


Investment Climate: Argentina imposes few restrictions on 
foreign investors and the underlying market potential is 
attractive. However, general economic uncertainties and 
government measures such as price controls have a negative 
impact on both domestic and foreign investors. In all but a 
few areas foreign investors receive national treatment. 
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Governinent regulatory policies toward specific sectors (e.g., 
petroleum, pharmaceuticals and intormatics) have also adversely 
affected the overall climate. While few investment projects 
were launched in 1986, several came to fruition with four new 
petrochemical plant openings and two expansions, which will 
boost petrochemical production and reduce 1987 imports. Both 
Monsanto and DuPont completed major investment projects. 


In a major departure from previous policy on foreign investment 
in petroleum, during 1985 President Alfonsin invited foreign 
investors to participate in expanding Argentina's proven 
petroleum reserves and increasing production through 
exploration contracts in areas heretofore reserved to the 
national oil company. Ten contracts awarded under the first 
call for bids were signed in late 1986. Additional areas have 
been opened for a second round of bids; a third such round is 
expected in late 1987. The U.S. and Argentine Governments are 
discussing the reopening in Argentina of Overseas Private 
Investment Corporation (OPIC) activities. OPIC would be 
interested in being contacted by potential clients. 


U.S. Trade Promotion Events: During 1987, the Embassy will 
Organize the following trade events: 


Date Event 

March Multi-State Trade Mission: state representatives 
- from Alabama, Arkansas, Colorado, Illinois, 

- Indiana, Mississippi, Ohio, Pennsylvania, and 

“ Virginia 

April INSTRULAB: medical and laboratory 

- instrumentation exhibition/seminar 

May Automotive Parts: video catalog exhibition 

May Matchmaker Argentina: exhibition/trade mission 
July/August Rural '87: U.S. pavillion at the rural, industrial 
- and agricultural trade fair 

September Safety and Security: video/catalog exhibit 


Additional information on these events can be obtained from the 
commercial section of the U.S. Embassy in Buenos Aires or from 
the Department of Commerce in Washington. 


Conclusion: Exporters should assess the Argentine market ona 
long-term basis. U.S. firms will want to consider improving 
their positions during the early stages of the recovery to be 
able to take advantage of future sustained growth, if 
structural reforms are successful in permitting Argentina to 
realize its potential. U.S. exporters should be prepared to 
work through local agents, distributors and representatives or 
through joint ventures with as much local participation as 
possible both in services and equipment projects. With 
appropriate financing, competitive prices and good local 
representation, U.S. exporters can increase their share of this 
important market. 











